ARNOLD SCHWARZENEGGER, GOVERNOR
515 L STREET B SACRAMENTD CA B 95314-3706 & WWW.DDIF, DA GGV

April 3G, 2009

Mr. Fred Klass, Chief Operating Officer
Department of Finance

State Capitol, Room 1145
Sacramento, CA 95814

Management Letter—American Recovery and Reinvestment Act Readiness Review

On behalf of the California Federal Economic Stimulus Task Force, you requested that the
Office of State Audits and Evaluations {OSAE) conduct an oversight and accountability
readiness review for the American Recovery and Reinvestment Act (ARRA) funding for

six departments. OSAE has completed its review which included the following departments:
(1) Department of Transportation (Calirans), (2) Employment Development Department,

(3) California Energy Commission (CEC), (4) Department of Community Services and
Development (CSD), (5) Cffice of Pianning and Research, and (6) State Water Resources

Control Board.

in Summary

Based on our review, four of the six departments reviewed have adequate oversight and
accountability controls in place related to ARRA funding. However, the CEC and the CSD
should address concerns and recommendations identified in this review to achieve adequate
oversight and accountability readiness. Additionally, we recommend all departments continue
coordination efforts with state and federal authorities to obtain clear guidance over allowable
administrative and overhead expenses, oversight roles and responsibilities for direct funding to
localities, if applicable, and additional ARRA specific reporting data reguirements.

Scope and Methodology

The objective of the review was o assess each department’s oversight and accountability
readiness over ARRA funding. The following ARRA related pubfications and guidance
documents were reviewed to develop key criteria and interview questicns for ali departments:

» Guidance from the Government Accountability Office (GAQ-08-453T),
March 5, 2009

o Guidance from the Office of Management and Budgst, Aprii 3, 2009

» Report prepared by various federal organizations, titled “Initial Accountability,
Reporting, and Risk Areas for States”, February 26, 2009

= Notice titled "information Collection Activities: Proposed Collection; Comment
Request” issued by the Office of Management and Budget on April 1, 2009

« National Procurement Fraud Task Force best practice guidance, February 2008




In the absence of established criteria, we used reasonable expectations, best practices, and
refied upon our expertise in internal controls and program reviews. Based on the above, we
developed interview quastions far the foflowing core readiness areas:

Oversight and Fraud Prevention

Grants Management and Accountability
Reporting Requirements

Transparency

. & » o

This review is not considered an audit and therefore is limited in scope. In order to meet our
objectives we relied upon interviews and inquiry of departmental staff. We did not evaluate
documents and reports received from the departmenis for validity. However, nothing came to
our attention that led us to befieve the information provided was unreliable or misstated. The
review was performed April 13, 2009 through April 27, 2009,

Review Results

The attached Readiness Review Tables summarize the review results for each department. In
summary, we identified the following concerns refated io the depariments’ readiness:

« Additional federal requirements for existing programs are creating challenges.
For example, the CSD stated that for the federally funded Weatherization
Assistance Program they will likely loose their federal exception to the prevailing
wage law (Davis-Bacon Act). Therefore, they will likely be required to comply
with the Davis-Bacon Act.

« Increased need (o improve cversight and controls by identifying and mitigating
departmental risks refated to ARRA on an ongoing basis.

s ldentification of high-risk sub-recipients for additional training and monitoring.

« Devslopment of agreement language requiring grantees to comply with changing
ARRA requirements.

=« Development and communication of statewide standards for the form and
content of reporting ARRA information on deparimentai websites is needsad,

o Development and communication of statewide plan to coordinate and
communicate data coliection efforts among the various ARRA funded
depariments is needed.

Lastly, departments expressed the need to coordinate all audit efforts to prevent duplication.

Recommendation

We recommend departments develop and submit corrective action plans to address the
concerns we noted in this review. Additionally, the corrective action plans shouid include
reguestaed documentation which was not provided during this review. The cerrective action
plans should be submitted to OSAE within 30 days from the date of this letter. OSAE is also
prepared to provide assistance to departments receiving ARRA funding.




We appreciate the departments’ assistance and cooperation during our review. I you have any
questions regarding this letter, please contact Dianza Aniony, Manager, at (916) 322-2985.

Sincerely,

(45002

David Botetho, Chief
Office of State Audits and Evaluations
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